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This thesis investigates the effects of the Thai financial crisis on the Thai military 
from the fiscal budget allocation aspect. The thesis explores the changes in the 
expenditure reduction pattern during four years of the recent financial crisis in Thailand. 
The thesis finds that the budget allocation in Thailand follows the historical expenditure 
reduction pattern found by Norman L. Hicks. The defense budget bears a high burden 
from the fiscal budget reduction during the financial crisis as found in the Hicks’ study. 
This budget allocation pattern creates short-term and long-term effects on the Thai 
military. The short-term effects mainly come from the real term reduction in the defense 
budget, while the long-term effects draw from the decline in defense budget as a 
proportion of the GNP and the central government budget, in addition to the decline in 
the GNP. These effects deteriorate the capability, readiness, and the modernization 
process of the Thai armed forces. The thesis concludes that the effects of the Thai 
financial crisis tend to cause the Thai armed forces to restructure their organizations. 
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I. INTRODUCTION 



A. BACKGROUND 

After a generation of the intensive development in the late 1980s to the early 
1990s, Thailand appeared on the top rank of the newly industrialized countries. Thailand 
retained one of the highest growth rate countries in the world from 1985 to 1994 (8.2 
percent annualized GDP). 1 Thai economy mainly depended on exports of manufactures 
(high-technology goods) and the development in the service sectors. On the other hand, 
most of Thailand's imports had been for capital equipment and raw materials. The 
imports for consumer goods were beginning to rise in the beginning of the 1990s. In 
general, country benefited from rising investment from abroad while Thailand's 35 
percent domestic savings rate was a key source of capital for the economy. 2 

The Thai economy started to slow down in 1996 as the growth rate fell from 8.7 
percent in 1995 to 6.4 percent in 1996. This slowdown raised the questions about 
whether the country could continue to grow by counting on the easy gains of the past. 
Thai traditional labor-intensive industries began to face on the high competition from 
neighboring countries such as Vietnam and China. In addition, the serious financial 
infrastructure problems such as the over investment in the property sector brought many 
financial firms to the brink of insolvency. The frauds in the financial institutions and 
political turmoil pushed the Stock Exchange of Thailand (SET) index down from 1415 in 



1 U.S. Department of Commerce- National Trade Data Bank, Thailand: Economic Trends and Outlook , 
1998, p. 1. 

“ World Fact Book 1997, Thailand: Economy , Available [Online]: <http://www.odci.gov/cia/publications/ 
factbook/country-frame.html> [27 Dec. 1998]. 
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February 1996 to around 800 by the end of the year. Over forty percent of stock index 
decreased. It was set as the worst performance in Asia in that year. 3 

For the Thai people, the illusions of prosperity from the high economic growth in 
the early of the 1990s still covered in their minds. Thai businesses still enjoyed the large 
amount of foreign loans in the non-foreign-currency generated investments such as the 
big project of infrastructure and real estate, while the current account deficit began to 
wide considerably. In July 1997, the bubble economy burst — the collapse of the Thai 
Baht. The Thai people faced the financial rough time: the economic recession, the 
devaluation of the baht, the fluctuations of exchange rate and domestic interest rate. Thai 
government finally asked for the IMF’s assistance and worked closely under IMF’s 
recovery plan in order to alleviate this crisis. 

Although the news and economic analysis about the financial situation in 
Thailand were worldwide publicized before and after of the economic burst, a clear 
economic situation did not show up in both government and private sector. Moreover, 
Thai people were clouded under the illusions of non-floating baht policy from Prime 
Minister Chavalit Youngchaiyudh, “we will never devalue the baht”. 4 So, when the bath 
was floated, the severe impacts from the eruption of the financial crisis immediately 
spread widely and deeply through the whole country. It was clearly that this crisis did 
not only shock to Thai business sector but also stunned to the government agents. 

For the Thai military, in order to maintain its readiness, a planner needs to be able 
to assess the prospects for funding new and remaining programs. What is the effect on 



U S. Department of Commerce- National Trade Data Bank, p. 2. 

1 Financial Times, Timetable: Countdown to crisis, January 13, 1998, p. 1. 
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the military from this situation? Moreover, how does the military deal with this 
situation? 

B RESEARCH SCOPE 

Today, the financial crisis that originated in Thailand is the global. It crates the 
large impacts in the world economy and also reimpacts to Thailand. Therefore, it is too 
difficult to simplify the financial crisis situation and its effects in every aspect. In this 
research, many aspects of the financial crisis were omitted in order to maintain the ability 
to focus on the effects of the Thai financial crisis on military in the fiscal budget 
adjustment’s point of view. This thesis will pay attention only on the financial crisis in 
Thailand from 1995 to 1999, and will examine the related data based on the public 
information. 

C. METHODOLOGY 

This research will review the Thai financial crisis and the implementation of Thai 
governmental recovery plan in order to generate a clear picture of upcoming situation in 
the fiscal budget stance. Then, this research will examine the fiscal budget adjustment of 
Thailand during the financial crisis by comparing to the study of expenditure reduction 
during the debt crisis in the 1970s-80s by Norman L. Hicks in order to draw potential 
fiscal budget adjustment. Finally, This thesis will draw the conclusion from the 
upcoming financial situation and the potential proportion of defense budget to the effects 
of the Thai military. 

The methodology used in this thesis is a literature review on economy and policy 
aspects from archival research, as well as, a literature search of books, magazine article. 
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Internet articles and other information sources in order to provide the appropriate frame 
of reference and information. Then, all information will be evaluated in order to analyze 
the effects of the Thai financial crisis on the military. 

D. ORGANIZATION OF THE STUDY 

Chapter I is the general introduction, scope, and guideline of the thesis. In 
Chapter II, the thesis will give the overview of the financial crisis in Thailand, the 
recovery plan, and its implementation. The conclusion of this chapter will focus on the 
trend of the fiscal budget policy under the facing financial problems in Thailand. Chapter 
HI presents the study of Norman L. Hicks from Strategic Planning and Review 
Department of the World Bank in the expenditure reduction in developing countries. The 
argument that Hicks noticed, in the behavior of the countries’ adjustment expenditure 
during the debt crisis in the 1907s-80s, will be used as reference to compare to Thai fiscal 
budget adjustment in order to draw the potential fiscal budget adjustment and defense 
budget adjustment. In the fourth chapter, the thesis will present the analysis of the effects 
of the financial crisis on the Thai military in short-term and long-term effects. This 
chapter will start with the introduction of the Thai military, then the conclusion of 
Chapter II (the fiscal budget adjustment policy) and Chapter III (the potential proportion 
of defense budget) will be used to draw the effects on the military. Finally, the overall 
picture of the research from Chapter I to IV will be presented in the last chapter, Chapter 
V- conclusions. 
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II. THE FINANCIAL CRISIS IN THAILAND 



A. BACKGROUND OF THE THAI FINANCIAL CRISIS 
1. The Situation Before the Crisis 

In the early of the 1990s, the Thai economy grew at a rapid pace with growth 
rates ranging from 8 percent to 12 percent per year. 5 The government annual budgets 
were surplus every year. The government’s revenues were fueled by growing economy. 
Thailand was regarded internationally as a success case; a model for less developed 
countries to follow. 6 Domestic and international investors had high confidence in Thai 
economic fundamentals. 

During this period, Thai currency, the baht , had been pegged to a basket of 
currencies of the principle trading partners. The baht was tied closely to the U.S. dollar 
(80 percent weight to U.S. dollar, 12 percent to Japanese Yen, and 8 percent to Deutsche 
mark) while the domestic interest rates were higher than U.S. interest rates. 7 Furthermore, 
the liberalization of foreign-currency-account transactions and the introduction of the 
Bangkok International Banking Facility (BEBF) in 1993 also facilitated the capital inflow. 
All of these factors raised the net capital inflows from about 8.1 percent of GDP in 1990 

O 

to 18 percent of GDP in 1995. These capital inflows expedited the country’s ability to 
grow by allowed the private sector to finance their investment projects at much lower 
interest rates than domestic interest rates. Moreover, a risk from exchange rate was not 
seriously determined because the baht was tied closely to the U.S. dollars. For the Thai 

5 The Bank of Thailand, Thailand’s Macroeconomics Indicators, Available [Online]: < http://www.bot. 

co.th > [27 Dec. 1998], 

6 U.S. Department of Commerce-National Trade Data Bank, p. 8. 

7 Ibid., p. 9. 
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government, the foreign reserves were increasing rapidly from 16.5 billion dollars in 1990 
to 46.5 billion dollars in 1995 in order to cover the rapid sky-high short-term debt and add 
the confidence in the strength of the Thai economy. 

2. The Transition Period 

While Thailand enjoyed high economic growth in the first half of the 1990’s, the 
large capital inflow led the country’s outstanding external debt. The total outstanding 
external debt rose from 28.8 billion dollars in 1990 (33.8 percent of GPD) to 90.5 billion 
dollars at the end of 1996 (50.9 percent of GDP). 9 Almost all of the increasing debts 
were generated by the private sector in the short-term debt (maturity of one year or less). 
The ratio of short-term debt increased from 35.5 percent in 1990 to 55.6 percent in 1995, 
and the ratio of short-term debt to foreign reserve rose from 0.6 in 1990 to 1.0 in 1995. 

For debt management, in the government sector, the fiscal budget was in surplus 
every year in the first half of the 1990s. Thai government had an effective management 
system to control the size and maturity structure of public sector debt. However, in the 
private sector, the lack of sufficient discipline in debt management was found in many 
aspects such as loans that greatly exceeded from firm’s capital, lack of consideration in 
risks from exchange rate, too much short-term borrowings to finance long term projects, 
and the over-investment in the non-generate foreign exchange (such as infrastructure and 
real estates). 

Furthermore, Thai business gradually lost its competitiveness. The strength of 
U.S. dollar in mid-1990s caused the baht to become over-valued, while Thai inflation rate 
was consistently higher than the U.S. inflation rate. Thai total export declined by 0.2 

8 The Bank of Thailand. Thailand’s Macroeconomics Indicators. 
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